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tionally sought to conceptualize state sovereignty as 

“supreme legitimate authority within a territory”! and 
the international system as consisting of relations between 
functionally similar sovereign units.2 In a world charac- 
terized by an increasingly dense web of economic relation- 
ships, however, the trite observation that the “right of exit” 
confers ultimate sovereignty,> or that states (if they choose) 
can defy markets,4 obscures many of the important and vari- 
able effects of globalization on the day-to-day exercise of 
state sovereignty. 

Globalization is characterized by an increasing volume 
of cross-border financial capital flows, the internationaliza- 
tion of production by transnational corporations, and infor- 
mation and knowledge exchanges.° It is commonly argued 
that economic globalization has restricted the ability of the 
state to realize a wide range of domestic macro-economic pol- 
icy goals and undermined the “embedded liberalism” of the 
post-war welfare state and the policy autonomy guaranteed through 
the Bretton Woods system.® The ongoing preoccupation of many 
American structural realists with polarity and the balance of 
power’ has meant that this recent liberalization and development 
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of the global economy has received the most satisfactory 
treatment within the liberal and neo-Marxist approaches and, 
therefore, outside the mainstream international relations lit- 
erature and the tradition most preoccupied with the concept 
of sovereignty.’ 

Nevertheless, much of the scholarly literature on the ef- 
fects of globalization on state sovereignty continues to be 
bound by implicit assumptions uncritically imported from 
realist international relations: (1) most discussions of sov- 
ereignty are based on a simple juxtaposition and contrast 
between reified actors or structures (such as the state versus 
the transnational corporation or the power of markets) in 
which the strength of sovereignty is measured only by con- 
trasting the principal (the state) with the other (TNC or mar- 
ket); (2) sovereignty is treated as a monolithic attribute 
which declines or increases at a rate which is constant among 
states within the international system; and (3) the exercise 
of sovereignty is reduced to a technical problem where mar- 
ket structures deny the state the possibility of using certain 
policy tools. 

I argue that this way of understanding sovereignty is 
bound by a priori assumptions about the relative strength 
of states and markets which predetermine the answer to the 
question “how does globalization affect sovereignty?” It is 
also too simplistic in its understanding of what happens to 
the complicated structure known as the state.? I suggest that 
in order to come up with a more sophisticated assessment 
of state sovereignty in an era of globalization, it is necessary 
to transcend the simple dichotomy between the state and 
other global actors and structures by grounding the discus- 
sion of globalization in the transformation of important state 
structures.!0 The key to this analysis is “problemetizing the 
state” instead of reifying it:!! thus state sovereignty is repre- 
sented as something that is fundamentally about the character 
and composition of the principal actor and the balance of po- 
litical forces within states; it is not a universal principal or 
process, but concrete and conjuncturally-specific; and it is not 
a monolithic attribute, but a fragmented and variable one. 
Throughout this paper, I will refer to “effective sovereignty.” 
This is done to distinguish what I mean by sovereignty from 
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the realist tradition which suffers from all the problems noted 
above. Effective sovereignty is, therefore, an explicit depar- 
ture from the legal principal approach to one that recognizes 
the fragmented and variable nature of the attribute and asks 
why different states have different abilities to act (different 
sovereign capabilities). 

The core of the argument is that effective sovereignty is 
enhanced when the key structures and process (dimensions) 
of the state are consolidated and strengthened—a process I 
call legitimation. In this respect, we can best understand 
effective state sovereignty by equating sovereignty with the 
ability of the state to legitimate its three key strategic-be- 
haviourial dimensions and asking how globalization affects 
this process. By focusing on legitimation, our discussion is 
firmly grounded in state structures, and we can understand 
sovereignty as a multi-dimensional concept in which some 
aspects of sovereignty are simultaneously enhanced by glo- 
balization while other aspects are eroded. 


Sovereignty and Simple Dichotomies It is necessary to ask 
what the implications are for our understanding of globali- 
zation and its impact on state sovereignty if we accept one 
method of approaching sovereignty over another. I will argue 
that the method which is characteristic of much writing on 
globalization (and imported from the realist tradition in 
international relations) is based on a simplistic dichotomy 
which acts to conceal nuance in changes in state sovereignty. 
This method can be observed in many liberal and some neo- 
Marxist analyses. In general, a dichotomy is established be- 
tween the national and the global (state versus market) in 
which one element is privileged (based on an a priori as- 
sumption about which is more important). The privileging 
of one element over the other (which is an ideological/nor- 
mative choice) influences how this approach conceptualizes 
the space for state sovereignty in an era of globalization. 
Perhaps the most well-known statement of this dichotomy 
is Raymond Vernon’s Sovereignty at Bay in which he argues 
that there is an asymmetry between the rigid and bounded 
resources of the state and the flexible resources upon which 
transnational corporations can draw in order to defeat or 
neutralize the regulatory ambitions of the state.!2 This is 
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typical of the liberal model which tends to establish a di- 
chotomy between the state and changes driven by market 
forces and market actors, and in which the state is assumed 
to be in a subordinate position. Because the liberal tradition 
tends to privilege the market-global (both as more important 
and normatively desirable), it consequently argues that states 
must conform to the competitive demands of the market, 
and tends to advocate the need to promote competitive states. 
This tendency is visible in a wide swath of liberal lit- 
erature on globalization. The extreme position is represented 
by neo-liberals like Deepak Lal and Jagdish Bhagwati.!3 There 
is also a strong normative component in the work of these 
analysts which asserts the preferable nature of market out- 
comes over state intervention. For instance, Deepak Lal ar- 
gues that international capital mobility is desirable not only 
because of its superior record in resource allocation but be- 
cause it will “provide an even more effective shackle on the 
irrational dirigiste impulses of governments.”!4 Even more 
sophisticated commentators who acknowledge the state’s 
“responsibility to provide the legal, institutional and finan- 
cial framework”!5 in which private firms operate, can slip 
into defining the decline of a reified state in terms of the 
increased power of other actors or structures. Susan Strange, 
in a much more sophisticated liberal analysis, argues that 
globalization has eroded the sovereignty of the state by 
prompting the diffusion of authority away from states to 
markets, firms, local and supranational bodies and some- 
times to no authority at all.!© In this approach, states have 
no choice but to conform to market pressures. 
Consequently, there is broad agreement within the liberal 
perspective that the state must take on the role of the “com- 
petition state” by becoming business-like and competitive 
in all its functions; that is to say that it must support business 
in order to compete for “world market shares.”!7 A key un- 
derlying assumption in much of the liberal literature is that 
the global economy offers great opportunities for those able 
to exploit its potential. The inevitable emphasis on the com- 
petition state is part of this rhetoric. It implies that once 
the state accepts the logic and dominance of the market, it 
too can benefit as other market actors (such as TNCs) benefit. 
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While the liberal approach emphasizes the way in which 
markets can overwhelm and dominate states, the flip-side 
of the coin is that once the market is accepted and the state 
acts as a market agent, its sovereignty is potentially increased. 

This methodological tendency is also visible in some neo- 
Marxist analyses which simply reformulate this dichotomy 
by privileging the legitimation (social) functions of the 
state over the accumulation functions (market) as norma- 
tively more desirable (although not necessarily as objectively 
more important). This twist on the realist theme contributes 
to a dual vision which encourages both despair as to the 
prospects for the exercise of sovereignty in an era of glo- 
balization, and often a retrenchment to the defence of the 
welfare state as both necessary and possible. The neo-Marx- 
ist dichotomy between the national state and global market 
is most clearly and forcefully expressed in Joyce Kolko’s 
Restructuring the World Economy which argues that “whole 
realms of action that were once part of the state’s domain— 
national finance, money supply, economic policy, trade... 
are in large part now beyond national control.”!8 Many 
other neo-Marxist authors, though not seduced by sim- 
plistic dichotomies in their analyses, do reveal this nor- 
mative privilege in their policy prescriptions by pointing to 
the possibility of practising an “inward-looking economic 
alternative” with full employment strategies to ameliorate 
inequality and slack consumer demand.!9 The strength of 
this argument—that globalization is powerful but not inevi- 
table—is weakened by acceptance of normative elements of 
the state versus market dichotomy which can obscure many 
of the constructive effects of globalization on state sover- 
eignty. 

Where simple dichotomies are used to analyze sover- 
eignty, it remains a concept which can only be measured by 
comparison with another actor, structure or ideal. This ap- 
proach does not do justice to the variety of states in the 
international system, each of which possesses different abili- 
ties to act, or the inherent political process (with all its con- 
testation and fragmentation) which underlies any political 
action. 
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Problemetizing Sovereignty and Problemetizing the State 
Despite the tendency of much neo-Marxist literature to 
reproduce the states-versus-markets dichotomy in prescrip- 
tive writing, in most descriptive analyses, it does not make 
such a crude distinction between the global and the national 
economy. The explicit recognition that the capitalist econ- 
omy (both international and national) must be embedded in 
a social framework tends to ground the discussion in the 
structures of the state.2° Bienefeld writes: “Competition will 
only lead to efficiency when it is embedded in a social 
and political matrix capable of restraining the struggle 
for economic efficiency enough to allow society to make 
trade-offs between efficiency and other objectives such as 
environmental protection, full employment, social objectives. 
Generic nation states are the essential prerequisites for the 
efficient functioning of markets.”?! 

Leo Panitch also recognizes the importance of transcend- 
ing the dichotomizing tendency in much of the literature. 
In a criticism of Robert Cox’s notion of the “internationali- 
zation of the state,”2? he argues that this conception of the 
state as a “transmission belt” which channels outside forces 
into the state is “too formal in its distinction between global 
and national economy, but also too “top-down” in its ex- 
pression of power relations” and neglects the role of the 
state in internalizing and mediating the logic of international 
capitalism.23 He suggests that the study of social forces (and 
their international connections) competing over the terrain 
of the state offers an escape from the “false counterposition 
between globalizing capital and the power of states.”24 

In this respect, understanding nuance in the effects of 
globalization on sovereignty must begin with the problemeti- 
zation of the state and the study of the “‘indispensable func- 
tions’ the state has to perform in a capitalist society.”2> These 
functions include the way in which the state supports the market 
mechanism as well as consideration of the particular “configu- 
ration of social forces upon which state power ultimately 
rests” and the way in which this configuration reflects the 
organization of the world economy.? In this sophisticated 
approach followed by Panitch, Sol Picciotto and Sam Pooley 
among others, the problem of simplistic dichotomization is 


46 


Haslam/Sovereignty 


transcended by grounding an understanding of globalization 
in the structures and roles of the state itself. 

For example, Panitch’s analysis of the acceptance of 
NAFTA by the Canadian and Mexican governments points 
out that this was not the inevitable consequence of market 
forces operating on the state but represented “the interests 
of their bourgeoisies and bureaucracies as these are already 
penetrated by American capital and administration.”27 
Pooley suggests that in order to understand the effects of 
globalization on the nation state, we must focus on the state’s 
regulatory role and the way in which globalization has 
reshaped state structures. The needs of international capital 
are defended through the creation of “refuge centres” in the 
State apparatus, which are decision-making structures that 
are “shielded from popular politics.”28 

In contrast to the approach to sovereignty imported from 
the realist international relations tradition, the problemeti- 
zation of the state has many advantages of sophistication 
and explanation. By treating sovereignty as a characteristic 
which is variable, contingent, and the product of a political 
process internal to the state may reduce the parsimony of 
explanations of international politics, but it is clearly nec- 
essary if one is to extract anything of value from the concept 
of sovereignty. It makes little sense to argue that superpow- 
ers, OECD countries, and the Third World are all equally 
sovereign, or equally affected, by globalization. Sovereignty 
must, therefore, be understood as a political relation affected 
principally by the internal structure of the state (although 
internal actors may have international links which manifest 
themselves in state structures). 


Effective State Sovereignty in an Era of Globalization 
What we know as “the state” can be understood as both a 
combination of structures and instrumental roles which have 
an independent existence, as well as being based on a class 
compromise of varying degrees of hegemony. In order to 
develop the “problemetization” of the state into a useful 
theory to analyze sovereignty, however, it is necessary to 
choose some sort of state theory as a foundation for the 
analysis. 
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Since this article is explicitly concerned with the ability 
of the state to act (which I have termed “effective sover- 
eignty” in order to distinguish it from formal legal defini- 
tions of sovereignty), the state theory in question must be 
able to handle the dynamic elements of state action. Bob 
Jessop’s state theory fits in well here and it has the added 
benefit of being broadly compatible with a wide variety of 
state-centric approaches (on the critical issue of state auton- 
omy), including those by Offe, Miliband, and Poulantzas29 
as well as some of the historical institutionalist school in- 
cluding Huber, Skocpol and Rueschmeyer and Evans.39 

For the purpose of this article, I intend to focus on the 
last three of what Jessop identifies as the six dimensions of 
the state. The first three are formal institutional dimensions 
which correspond to the “organizational form” of the state: 
(1) forms of political representation; (2) the distribution of 
powers within the state system; and (3) tools and means of 
intervention in civil society and the economy.3! Although 
these dimensions can be important to the question of state 
sovereignty, as evidenced by Pooley’s analysis of institu- 
tional “refuge centres,” or Crotty and Epstein’s focus on 
policy tools for controlling international capital flows, they 
are ultimately the surface reflection of more fundamental 
issues deriving from the historical balance of class power. 

Consequently, the focus of this paper is on the second 
group of three “behaviourial or strategic” dimensions which 
“correspond to the underlying, the inner-dwelling and the 
overarching forces in the state and political systems.”32 
These are the aspects most important for the discussion of 
effective sovereignty: (1) the character of the historic bloc 
(or “power bloc”) and the social forces which support it; 
(2) the way in which the state apparatus is defined (as distinct 
from other actors and structures) and unified into a coherent 
working whole; and (3) the manufacture of ideology (or dis- 
course) which contributes to social cohesion and is articu- 
lated within the framework established by the power bloc 
and its strategy.33 I modify this basic framework by con- 
flating consideration of the hegemonic strategy (and there- 
fore unity of the state apparatuses) with: (1) the character 
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of the historic bloc, and under (2) explicitly considering the 
implications of the state’s relationship to accumulation. 

These modifications generate three fundamental dimen- 
sions of the state which will be the basis of our examination 
of the effect of globalization on effective sovereignty: 

(1) The nature of the hegemonic bloc and its ability to ar- 
ticulate a hegemonic project which is seen to represent the 
“general will and universal interests;”34 

(2) The character of accumulation and the state’s ability to 
articulate a stable accumulation strategy which compromises 
between “market-playing”>> and de-commodification; 

(3) The articulation of an ideology or community discourse 
which contributes to individual identity-building and con- 
firms historically established patterns of submission to rule- 
making authority. 

When we understand the state in this way and recognize 
that sovereignty depends on the strength and internal coher- 
ence of the state along the three behaviourial-strategic di- 
mensions, the concept of legitimacy is brought to the fore 
as the central concern in the consolidation of state structures 
and class compromise. The crux of the argument is that for 
each dimension, there exists in civil society a general con- 
sensus as to the range of permissible goals and objects for 
which state power may be used—and consensus gives the 
state freedom of movement and support for its actions 
(within the framework of the consensus). In contrast, a be- 
haviourial-strategic dimension which is subject to intense 
conflict between social forces battling for the ability to de- 
fine its content is likely to be paralyzed and weak; only 
enjoying partial consensus and unable to support the exercise 
of sovereignty. A strong sovereign state which can act 
with confidence in the domestic and international arena 
is one which is legitimate because it draws on legitimacy 
and consensus around its purpose and direction on all three 
behaviourial-strategic dimensions. 

Therefore, I argue for using a broader concept of legiti- 
macy than is often used in political studies. State legitimacy 
is not simply derived from the redistributive and representative 
functions of the state, as suggested by O’Connor, Offe and 
Alan Wolfe,°° but also from the successful maintenance of 
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class cohesion and hegemony, capitalist success itself, and 
the deeply internalized values and identity that allow law 
and markets to work. Thus, sovereignty is much more than 
the control of certain macro-economic policy instruments—it 
involves the consolidation and legitimation of the key di- 
mensions of the state, and is principally a consequence of 
the balance of political forces, not the result of certain policy 
tools. Sovereignty is enhanced when the legitimacy of the 
state is consolidated as class compromise and organizational 
structure, consensual accumulation strategy, and ideological 
construct. 


Dimension 1: Nature of the Historic Bloc Jessop’s state 
theory recognizes that the state is institutionally fragmented, 
historically contingent and always subject to contestation 
from forces internal and external to the state.37 The unity 
of the apparatuses is “constituted politically” by a “state 
project” or hegemonic project articulated by the dominant 
class fraction, and (temporarily) agreed to by other bourgeois 
fractions.38 Gramsci understands hegemony as having two 
distinct meanings: the leadership by one fraction of the domi- 
nant class of the rest of the class; and as “a relationship 
between the dominant and dominated classes” in which the 
dominant class uses “its political, moral, and intellectual 
leadership to establish its view of the world as all-inclusive 
and universal, and to shape the interests and needs of sub- 
ordinate groups.”9 

Therefore, a successful hegemonic project involves guar- 
anteed access to the state for the privileged class; the linking 
of subordinate class demands with the interests of the domi- 
nant which includes the articulation of a “policy paradigm” 
which limits the range of competing demands to those which 
are manageable within the framework of the hegemonic pro- 
ject; and limits conflict between institutional branches of 
the state (and the bourgeois class fractions they represent).4° 
Of course within any hegemonic strategy there is room for 
social forces to manouevre and “it is through exploiting this 
margin of manouevre that the balance of forces and struc- 
tures themselves can be changed in the medium and long 
term.””41 
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The way in which the state and class relations within the 
state have been restructured is very important to understanding 
the impact of globalization on state sovereignty. The funda- 
mental issue in explaining sovereignty is the balance of class 
forces (both in terms of relations between class fractions, 
and between dominant and subordinate classes). Just as in- 
tervention by the state modifies “the balance of forces and 
could disturb the initial alliance which sustained such [wel- 
fare state] policies’42 by favouring one class fraction over 
another, so does globalization alter the balance of class 
forces in the state by simultaneously (but differentially) af- 
fecting class hegemony, accumulation strategy, and identity. 

A legitimate, historic class compromise is necessary for 
the effective exercise of state sovereignty. As long as class 
conflict remains unresolved (absence of hegemony) the state 
will be unable to present itself as the representative of the 
“general will.” It will be only too clear that the state acts 
for some fraction of the bourgeoisie at the expense of labour 
and other disadvantaged bourgeois fractions. Consequently, 
the state will be unable to generate the necessary support 
for a wide range of policies or, in the case of extreme class 
conflict, even decide which policies it should pursue. The 
breakdown of class hegemony is one of the most fundamental 
threats to the sovereignty of the state. 

This connection has been widely supported in the litera- 
ture on state autonomy and capabilities. Evelyn Huber argues 
that balancing the demands of capital and labour “enhances 
the capability to realize collectively rational goals” and that 
legitimacy can only be obtained from a strong civil society.43 
John Keane in his analysis of Offe suggests that “for the 
sake of manouevrability in the execution of its structurally- 
determined functions [accumulation], the state must create 
requisite volumes of mass loyalty.”44 Habermas points out 
that governmental activity is constrained only by the ability 
to legitimate it—but that legitimation problems are inherent 
in a class society where it is impossible to reconcile on a 
long-term basis the general interest with private profit.45 
Likewise, Claus Offe recognizes the inherent fragility of he- 
gemony and argues that the welfare state is merely a “tran- 
sitional phase” in Western political development.46 
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The inability of states to enact Keynesian fiscal policies 
in an era of international capital mobility is the paradigmatic 
example of lost sovereignty in the modern era. We ought to 
recognize, however, that the Keynesian era did not represent 
increased sovereign autonomy simply because it allowed the 
state to control a wide-range of macro-economic policy tools 
but also because it represented the ability of the state to 
strengthen the tripartite class compromise which underlay 
its productivity and political stability. 

Cox identifies a class compromise of the post-war era in 
the developed world (up to 1968) between government, big 
business and organized labour which he labels tripartism. 
Significant factors in its development were the interest of 
the state in economic management, and the strength of la- 
bour—both of which resulted from the mobilization efforts 
of World War II.47 It was this historic bloc that was respon- 
sible for the heyday of state sovereignty in the Bretton 
Woods era. The unravelling of this historic bloc was due 
primarily to the declining profitability of capital and eco- 
nomic crises of 1968-75 which prompted industrial restruc- 
turing and the weakening of both organized labour and 
government vis-a-vis capital. 

The assertion by some neo-Marxists that the sovereignty 
of the state is relatively intact to the extent that it is possible 
to turn back the clock of globalization and retreat to some 
version of the welfare state is significantly undermined if 
we take seriously the proposition that state sovereignty is 
affected by the legitimacy of the historic bloc. William Graf 
describes globalization as the “abrogation of the Keynesian 
pact’48 yet the “retreat to the welfare state” thesis presup- 
poses the possibility of forming a class compromise similar 
to that existing during the heyday of Keynesianism. At the 
very least this requires a strong organized labour movement—a 
condition which is not present in most advanced capitalist 
economies today. 

The internationalization of production and increase in 
cross-border goods, service and information flows which 
characterizes globalization has had profound effects on class 
hegemony. Globalization has encouraged the rise in influence 
of a domestic class with transnational interests based on the 
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internationalization of production and dependence on export 
markets. In turn, this class fraction has sought to further 
the globalization process. It has been argued that export-de- 
pendent or transnational firms will lobby for a freer trade 
and investment regime and the importance of internation- 
ally-oriented firms in domestic trade policy making (and lib- 
eralization) has been well documented.*9 

When the primary interests of the hegemonic class in pro- 
duction and consumption are abroad, there is little incentive 
to organize class hegemony around a political compromise 
which guarantees the purchasing power of labour. Combined 
with the objective weakening of the bargaining position of 
organized labour and the nationally-oriented bourgeoisie due 
to the increased importance of international production and 
trade, class hegemony is unlikely to be structured according 
to the Keynesian model. In Cox’s analysis, the two state- 
forms which are possible in the era of globalization are a 
hyperliberal state based on a firm organized labour compro- 
mise in the oligopolistic sector and low-skill insecure em- 
ployment in the rest of the economy, in which hegemony is 
not consolidated, but the state form can be perpetuated 
through “political mystification and ideological fragmenta- 
tion,”5° and a state-capitalist form based on some form of 
tripartism in which capitalist success in the world market 
provides the resources for a protected welfare sector.5! In 
the hyperliberal state, the weakness of both government and 
labour vis-a-vis capital is likely to undermine the re-emer- 
gence of a tripartite corporatism. 

This is not to say that class hegemony does not exist, 
but that the range of issues over which it represents a com- 
promise or social consensus is more circumscribed in nature. 
Globalization reflects the ascendancy of an internationally- 
oriented bourgeoisie, hegemonic through the ideology of in- 
evitability, competition, and consumerism. The redistribution 
of material benefits plays a much more limited, but still 
important, role in consolidating hegemony than in the heyday 
of tripartism, and the organization of redistribution has 
emerged as one of the principal areas over which social con- 
sensus has been reduced in the era of globalization. 
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The characteristics of hegemony are also likely to limit 
the policy options available to the state and contribute to 
the promotion of an outward and market-playing orientation. 
This is due, in part, to the internationalization of the pref- 
erences of the business elite; but perhaps more significantly 
to the great difficulty in pursuing a domestic policy which 
requires stable class compromise to work, in a state-form 
where, at best, there is unlikely to be broad agreement over 
the parameters of the debate and, at worst, where social 
forces are uncooperative and antagonistic. By examining the 
implications of the character of hegemony in the historic 
bloc for effective sovereignty, it appears as if the liberal 
advocacy of the competition or market-playing state is a 
more accurate portrayal of the space for state sovereignty 
than that imagined by those neo-Marxists who advocate a 
return to the welfare state. The reason for this conclusion 
is not that the state must conform to the requirements of 
the global economy (as imagined by the liberals), but that 
globalization encourages the ascendance of an internation- 
ally-oriented bourgeois fraction, and that the character of 
hegemony within such a state can have a crippling effect 
on the exercise of sovereignty in the domestic sphere (can- 
celling all policies which involve income redistribution and 
class compromise) so that market-playing is the only sov- 
ereign option left open to the state. The development of 
market-playing as sovereign option can represent the extreme 
reduction of effective sovereignty caused by the limits of 
social consensus in a given state form. 


Dimension 2: Accumulation Strategy The state’s relation- 
ship to the accumulation process is another key dimension of 
the state. The state is able to command a greater degree of 
sovereignty when it is able to effectively legitimate accumu- 
lation. The class fraction which obtains “economic hegemony” 
articulates an accumulation strategy which is accepted by both 
other bourgeois fractions and subordinate classes.52 An accu- 
mulation strategy defines the character of the accumulation 
process, its orientation (domestic or international), and the 
relative roles played by private actors and the state. The 
latter point includes the extent of the state’s social welfare 
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functions (which social relations are commodified, and which 
are exempt from market relationships or de-commodified). 

It is often argued that the capitalist state is “caught be- 
tween two imperatives:” legitimation and accumulation.53 
Legitimation is identified with the representative or welfare 
functions of the state which isolate some social relations 
from market forces (de-commodification). The accumulation 
function, however, need not be fenced off from the social 
welfare functions; both have a role to play in legitimation. 
We must recognize that the most potent (and simultaneously 
the most fragile) source of legitimation is capitalist success 
and its attendant benefits such as jobs, wealth and human 
security. The attempt to parcel off legitimation as the demo- 
cratic-representative functions of the state, or its role in de- 
commodifying or protecting certain sectors of society from 
market forces under-emphasizes the extent to which capi- 
talism has the potential to legitimate directly.54 Philip Cerny 
writes: 


states in the capitalist era have come to depend for key aspects of 
their legitimacy...on the health of capitalism. They feel the need to 
support and promote capitalist structures and processes: private prop- 
erty and profit to keep the virtuous circle of accumulation and rein- 
vestment going; the market system to allocate resources efficiently 
in a complex and uncontrollable world; and the wage labour system 
to keep costs down and to impose labour “discipline” without having 
continually to enforce physical sanctions on a large and politically 
enfranchised workforce.° 


Along this dimension, effective state sovereignty is enhanced 
to the extent that the mix of market-playing and de-com- 
modification creates the optimum legitimacy for the accu- 
mulation process as a whole. 


De-Commodification and Legitimacy Many neo-Marxists ar- 
gue that re-commodification of previously protected (de- 
commodified) areas reflects the subordination of legitima- 
tion to the needs of capital accumulation. In contrast, de- 
commodification (the provision of public goods, or isolation 
of certain sectors, goods or services from market forces) is 
to be seen as generally in the interests of labour and other 
relatively powerless social groups at the expense of capital. 
De-commodification is therefore an act of legitimation which 
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generates popular support for economic liberalism (and the 
current government regime) through management of the 
more socially destructive characteristics of unregulated mar- 
kets, or by redistribution of the fruits of capitalism. 

A simple opposition between de-commodification (as pro- 
gressive and legitimating) and re-commodification (as pan- 
dering to the needs of international capital) is particularly 
vulnerable to the view that globalization is inherently de- 
legitimizing. In order to understand the contribution of de- 
commodification to the legitimacy and sovereignty of the 
state, we also need to consider the context in which it takes 
place: did it take place in a context of economic stagnation 
or expansion? 

De-commodification is also an issue of distribution and 
redistribution and, in a period of economic stagnation, re- 
quires a much greater degree of bureaucratic-state coherence 
and autonomy from dominant classes than in periods of 
growth. Greater bureaucratic capacity is “required to engage 
in activities that run counter both to the logic of the market 
and to fundamental societal institutions.”>6 

The late Keynesian era is often portrayed as the high-point 
of sovereignty and progressive politics in which national 
economies were extensively de-commodified. It is important 
to consider that Keynesian policies might not have generated 
the tools to increase state sovereignty through such actions 
as de-commodification, but it might have generated the po- 
litical context of hegemony (through tripartism) and the eco- 
nomic context of relative abundance (through the long 
post-war economic growth) in which they were possible. 
Therefore the contribution of de-commodification to legiti- 
macy and sovereignty remains indeterminate until we have 
assessed the impact of direct capitalist success. All that can 
be stated in advance is that de-commodification is a rela- 
tively more stable basis of legitimacy, since it does not de- 
pend on (or at least responds more slowly to) the irregular 
winds of market success. 


Market-Playing and Legitimacy Stephen Gill writes that eco- 
nomic globalization is the intensification of the “longue duree 
of commodification” where “Social interaction, work patterns, 
and leisure become increasingly monetized, marketized, and 
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abstracted,”57 and in which the state in its role of “broker 
between public and private goods in the economy” chooses 
to revive market forces over certain goods which were for- 
merly insulated from the market, thus re-commodifying 
them.58 Robert Cox suggests the state becomes an agent or 
“transmission belt” for the restructuring and re-commodifi- 
cation of the domestic economy according to the “perceived 
exigencies” of the global economy.°9 

The 1970s appeared to be a decade in which popular dis- 
sent arose not only due to the re-commodification of pre- 
viously de-commodified sectors but also to an apparently 
pervasive crisis of accumulation. In this respect, the “retreat 
of the state” and re-commodification of the economy must 
be understood (at least partially) as a response to the lack 
of popular legitimacy to be found in the de-commodification 
approach alone. It was necessary for the state to strike a 
balance between legitimation through de-commodification, 
and legitimation through participation in the market. 

The state is dependent on private capital to produce a 
surplus which can be distributed for the purpose of legiti- 
mation.©9 It also legitimates directly from successful accu- 
mulation through immediate benefits for its population such 
as jobs and rising incomes. In this regard, the behaviour of 
the state as “market player” in the global economy (“maxi- 
mizing the gains” from participation in the international 
economy),°! can be viewed as legitimating. Cox recognizes 
this potential reconciliation between international accumu- 
lation and national legitimation in his discussion of “state- 
capitalism” in which he suggests that an externally-oriented 
economy may be able to win the resources (in the battle for 
world market shares) necessary to run domestic social pro- 
grams.62 In so much as market participation contributes to 
prosperity and legitimacy, state activism as market-player 
could extend the sphere of effective sovereignty. 

As a market-player, legitimation and the extension of sov- 
ereignty depends on the success of wealth-creating activities. 
Many structural aspects of the global economy mitigate against 
success, or render it temporary and unstable. Rapid techno- 
logical changes, fierce competition between host-countries, in- 
stability among interconnected markets, and increased 
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mobility of the factors of production make it difficult for 
the state to extract gains from the global economy, and when 
there is success, these gains are more fleeting. Two of the 
most important interfaces for the market-playing state in the 
global economy are through foreign direct investment (FDI) 
made by transnational corporations, and international trade. 

In so much as governments see the participation of tran- 
snational corporations (TNCs) in the economy as part of 
broader political goals (legitimation through wealth crea- 
tion), they have often turned away from de-commodification 
(labour legislation, social welfare) toward “wealth-facilitat- 
ing services” such as the infrastructure necessary to attract 
and keep TNC investment.®3 The TNC embodies the elusive 
gains from the global economy and, in this respect, the pres- 
ence of transnational enterprises has justified the shift from 
the de-commodifying state to the market-playing state. 

Some critics suggest that dependence on TNCs under- 
mines the state’s ability to promote domestic accumulation 
which is viewed as a long term investment in legitimacy.®4 
This approach ignores the fact that legitimation does not 
derive from the nationality of capital but the social benefits 
it generates and which manifest themselves at the level of 
the state. In addition to the immediate advantages from jobs 
and infrastructural investment, some of the most important 
benefits are in technological know-how, organizational com- 
petency and bureaucratic capacity which are intangible and 
elusive and derive in significant part from the state’s moni- 
toring of TNC activities. The state often benefits as the origi- 
nal bargain between the TNC and the host country (over the 
terms of investment) obsolesces over time, as the transna- 
tional enterprise (usually assumed to have the initial advan- 
tage) commits more resources to its investment, and the host 
country becomes less dependent on it as “the FDI [foreign 
direct investment] resource package diffuses through the 
economy.”®> At this point the host country will be able to 
renegotiate the bargain in its own favour. 

The state’s ability to benefit from these intangible exter- 
nalities, however, is often frustrated by the internal structure 
of the transnational firm§’? which minimizes the intrinsic 
costs and insecurity of operating in imperfect markets by 
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internalizing many (otherwise arm’s length) economic trans- 
actions between buyers and sellers and consequently tends 
to reduce the likelihood of leaking intangible dynamic bene- 
fits to the state. 

The other important interface for the state in the global 
economy is through trade. Classical trade theory based on 
the concept of comparative advantage assumed that all coun- 
tries could benefit from international trade through exploi- 
tation of differences in their factor endowments. Recent 
attempts to formulate a more realistic account of interna- 
tional trade such as Paul Krugman’s strategic trade theory 
and Michael Porter’s competitive advantage suggest that suc- 
cess in trade is not pre-given by the fact of trading, but 
ultimately depends on the state’s ability to create or ma- 
nipulate favourable conditions (including skilled human re- 
sources, scientific base, appropriate regulatory framework) 
for the development of global competitors.®8 

Furthermore, empirical studies have suggested that the 
ability of a state to benefit from trade liberalization is in- 
creased by the existence of a developed social welfare sys- 
tem. The argument suggests that since trade liberalization 
brings risks (fluctuations in the terms of trade) as well as 
potential benefits, the existence of social welfare programs 
acts as insurance against risk and allows a state to wait for 
the good times before reverting to protectionism.®? This lit- 
erature suggests that the benefits from trade are increasingly 
unstable in an era of globalization, and that the existence 
of de-commodified sectors might be important to long-term 
success. 

Globalization has meant increased competition between 
states for inward foreign direct investment and international 
trading markets. Governments have responded by making 
their countries more attractive in order to attract TNC in- 
vestment;79 in other words, by putting more emphasis on 
re-commodification and market-playing. This means that the 
gains in legitimacy and effective sovereignty to be obtained 
through market-playing are much more important to the state 
than they used to be (since less legitimacy is generated through 
the declining de-commodified sectors of the economy) and 
probably much more elusive than the liberal tradition suggests 
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(due to the internalization functions of the transnational cor- 
poration). Although there is great potential for legitimation 
through successful market-playing, reliance on this approach 
at the expense of the other structures of legitimacy is dan- 
gerous due to its inherent instability. The link between mar- 
ket playing and legitimacy will only continue as long as the 
state can extract benefits from participation in the global econ- 
omy. The collapse of the market-playing strategy, in the absence 
of more enduring legitimation functions provided by de-com- 
modification, could prompt a sudden and dramatic decline 
in state legitimacy. 


Dimension 3: Identity-Building Those aspects of individual 
identity which can serve the state are simultaneously the 
product of the coercive arm of the state which uses the law 
and internalization of legal rules to establish patterns for 
individual behaviour;’! and the consequence of an “imagined 
community” based on a common culture unified through the 
media and originally adopted to conceal class divisions be- 
tween the rulers and the ruled in 18th and 19th century 
Europe.’2 In combination, these two sources of individual 
identity serve the historical generation of societal cohesion 
and the ability of the state to represent itself as “being the 
guardian of the universal interests of the society over which 
it has jurisdiction.”73 

Identity-building is a fundamental dimension for support- 
ing the legitimacy, authority and ultimately the sovereignty 
of the state. Habermas confirms the importance of cultural 
traditions in supplying the norms which legitimate and un- 
dergird state action.’”4 He emphasizes, however, that there 
is little space for the state to manipulate the cultural system 
since it is inherently resistant to political control and “tra- 
ditions can retain legitimizing force only as long as they 
are not torn out of the interpretive systems that guarantee 
continuity and identity.”’5 John Keane also asserts the auton- 
omy of the culture of “everyday life” and its “relative in- 
vulnerability to disruptions in the political economy,”76 
although he disagrees with Habermas as to the extent to 
which the state can manipulate or create new integrating 
symbols. 
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Participation in an “imagined community” and common 
legal-cultural framework is the basis upon which class he- 
gemony is organized. Furthermore, identity appears to be a 
dimension of legitimacy which has great stability. Yet recent 
accounts of the effects of globalization in contributing to 
the “diffusion of authority” and the rise of “identity politics” 
suggest that globalization might also erode this source of 
state legitimacy. 

Susan Strange has argued that one of the fundamental 
changes in international political economy has been the “dif- 
fusion of authority” away from national governments to- 
wards other authority structures such as supranational and 
local governments, international organizations and firms. 
Cox has also commented on this phenomenon, likening the 
current international system to “the multilevel order of me- 
dieval Europe more than the Westphalian model of a system 
of sovereign independent states.”77 This claim about the dif- 
fusion of power implies the willingness of individuals to 
transfer their loyalty and form their identity away from the 
state. Strange makes explicit this claim when she suggests 
that the state cannot command the sacrifice of life from the 
majority of its citizens any more than a firm can command 
the same from its workers.78 As the firm takes on many of 
the legitimating functions of the state including “the assump- 
tion of judicial and welfare responsibilities within the com- 
munity,”79 it may generate an independent source of identity 
and legitimacy. 

Since firms and markets operate in a socially embedded 
framework, their success tends to confirm the national iden- 
tity of their employees by repeated participation in the sys- 
tem of rules and values provided and enforced by the state. 
We can conceptualize identity-building as being confirmed 
in any situation in which an individual participates in iterated 
(repeated) games where the framework of rules for the game 
is established by the state. What we usually conceive as 
regulation of the accumulation function can also be un- 
derstood as influencing “the language and symbolism of 
legitimacy [shaping] the internalized responses of individ- 
ual and group agents before they have to make specific 
choices.”89 The act of iteration encourages conformity to, 


61 


Studies in Political Economy 


and internalization of, the rules and therefore generates le- 
gitimacy for the state. Where states have delegated “to the 
enterprises the task of ensuring the socio-economic devel- 
opment of the country,” the firm takes its legitimacy from 
the fulfilment of goals identified and ultimately guaranteed 
by the regulatory agencies of the state; that is to say the 
state, not the firm, is the source of the legitimacy.®! In this 
respect, the emergence of other sources of economic power 
is not necessarily indicative of a diffusion of legitimate 
authority away from the state. 

The rise of identity politics also threatens to undermine 
the legitimacy the state. Religious and ethnic cleavages 
which “undermine the state’s claim to be the embodiment 
of universal interests” also undermine its ability to act.82 
Identity politics may also obscure “fundamental conflicts 
over societal power and resources.”83 To the extent that eth- 
nic or religious conflicts are nested within larger structures 
of class privilege and oppression, identity-based conflict can 
also reflect the inability to establish a class hegemony or a 
consensual accumulation strategy. When this is true, the state 
ceases to be a sovereign actor but is simply a geographical 
terrain over which factions struggle for the right to organize 
a state. Furthermore, to the extent that identity politics is 
organized around the goals of representation, rights and rec- 
ognition, the focus of that activity must remain gaining ac- 
cess to the state and its agencies. The modern secular state 
is likely to be the defender of most axes of identity and the 
rights claimed by gender and ethnic minority groups. Con- 
sequently, the emergence of identity politics cannot neces- 
sarily be associated with the decline of state authority or 
legitimacy. 

In the final analysis, the state remains the most important 
source of authority and non-familial loyalty. A call to na- 
tional pride can have an immediate unifying effect on even 
the most class divided societies—as illustrated by the total 
evaporation of political dissent for otherwise embattled gov- 
ernments in both Britain and Argentina following the initial 
1982 seizure of the Falklands/Malvinas. National identity still 
dominates all identities except those founded on the concept 
of competing nations (religious, ethnic, and language). As 
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long as the state is able to represent itself as the “general 
will” over the particular interest of firms and other diffuse 
sources of authority, it seems likely that globalization will 
not significantly erode this basis of state sovereignty. 

As a dimension of state sovereignty and legitimacy, iden- 
tity is the least affected by globalization (except in divided 
states), is the dimension which exhibits the greatest stability 
and continuity, and is probably the easiest to safeguard. The 
promotion of identity by the state has its limits, and for 
maximum effect needs to be twinned with a hegemonic state 
project and consensual accumulation strategy. 


Conclusion The extent to which state sovereignty has been 
eroded in an era of globalization and what it means for the 
policy autonomy of the state is an on-going debate in the 
international political economy literature. This paper has at- 
tempted to contribute to this debate by re-conceptualizing 
the way we understand sovereignty and the factors that con- 
tribute to its erosion and fortification. This reconceptuali- 
zation was necessary due to the pervasive use of simple 
dichotomies in the academic literature and its consequences 
for our understanding of the effects of globalization on the 
state. This study underlines the ambiguity of globalization 
and points out that it simultaneously erodes some sources 
of state sovereignty while potentially strengthening others. 

I argued that if we can move the focus of the inquiry 
from the simple juxtaposition of states and markets toward 
the problemetization of the state, sovereignty reveals itself 
as a concept which is based in the fragmented dimensions 
of the state apparatus and its principal roles and structures. 
If we go beyond the institutional structure of the state to 
consider the more fundamental “behaviourial-strategic” di- 
mensions, it is possible to determine how the state has been 
altered and affected by globalization. 

The most striking conclusion is the change in state sov- 
ereignty due to the fragmentation of the Keynesian historic 
bloc and recomposition of a class hegemony around an ex- 
port-oriented elite. The characteristics of this historic bloc suggest 
that the effective sovereignty of the state has been fundamentally 
eroded in terms of its ability to pursue domestic policies 
which involve income redistribution or class compromise. 
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The evolution of the market-playing state in the late-twen- 
tieth century appears to be as much the consequence as the 
cause of globalization: it appears as the principal sovereign 
option simply because other options based on a reorganiza- 
tion of domestic politics are forsworn. Yet, in terms of ac- 
cumulation strategy, this competitive and outward-oriented 
state is not the state of liberal ideologues since its ability 
to extract benefits from market-playing is small and its le- 
gitimacy is relatively weak and unstable. To balance this 
assertion, the gains that could be generated through a return 
to an inward-oriented economy with extensive de-commodi- 
fication of social sectors are also limited and ultimately de- 
pendent on the success of the competition state. In contrast 
to the significant changes which have taken place in the 
nature of the historic bloc and accumulation strategy, the 
diffusion of authority and identity promoted by globalization 
is identified as having a minimal impact on effective sov- 
ereignty. There still remains a great deal of opportunity for 
states to strengthen their authority through the manipulation 
of national cultures and individual values. By basing this 
analysis in the problemetization of the state, and not in the 
simple juxtaposition of states versus markets, the article 
shows that the effects of globalization on sovereignty are 
contingent and somewhat ambiguous. The effective sover- 
eignty of a state varies with the coalition of domestic forces, 
the legitimacy derived from its insertion in the world econ- 
omy, and the authority supported by individual identities 
and national cultures. 
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